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Internal Revenue Service Department of the Treasury 

** ******* ***** ************ *******1 

Dear sir . . 

We have cons idered  your a p p l i c a t i o n  f o r  r e cogn i t i on  o f  exemption under 
I n t e r n a l  ~ e v e n t w - m d e  (IRC) s e c t i o n  5 0 1 ( c ) ( 4 )  a s  a  "Homeowners ~ s s o c i a t i o n " .  

The in format ion  submit ted shows t h a t  you were i nco rpo ra t ed  under  t h e  laws of  
t h e  S t a t e  of *******   on ********  *  * * * * .  

The purposes of t h e  organizakion as s e t  f o r t h  i n  t h e  A r t i c l e s  of ~ n c o r p o r a t i o n  
a r e ;  t o  main ta in  p r i v a t e  open spaces and stormwater management a r e a s  a s  s e t  
f o r t h  under a d e c l a r a t i o n  by * * * * * * * * *  * * * * * * * * * * **  .  

a r t i c l e  ** *  of  your Bylaws s t a t e s ;  Tlle ; i s soc i a t i on  i s  a  non-prof i t  
o rgan i za t i on  which has been formed by th~ . !  developer  of ********  ;  1) to own 
t h e  common a r e a s ;  2 )  t o  mainta in  t h e  commaon a r e a s ,  s t r e e t s  and walkways, of 
t h e  development and a l s o ,  3 )  t o  e n f o r c e  .::.he r e s t r i c t i v e  covenants  t o  p r e s e r v e  
t h e  appearance of t h e  development. A r t i c l e  * *  *  of your Bylaws s t a t e s ;  "The 
~ s s o c i a t i o n  s h a l l  opera te  f o r  t h e  b e n e f i t  of all.  members of  t h e  d~ve lopmen t  
and i n  a d d i t i o n  t o  mainta in  s e r v i c e s ,  such a s ,  g r a s s  c , u t t i ng  and snow removal, 
it may a l s o  e s t a b l i s h  committees t o  provid(5 s o c i a l  and a t h l e t i c  a c t i v i t i e s  f o r  
t h e  meml.xr2hip. 

A r t i c l e  *****  paragraph **   of t h e  A r t i c l e s  o X n c o r p o r a t i o n  s t a t e o ;  "Members 
s h a l l  be a l l  owners of subdivided l o t s  except ing t h e  d e c l a r a n t  and excep t ing  
any o t h e r  person o r  e n t i t y  which acqu i r e s  t i t l e  t o  a l l '  o r  a s u b s t a n t i a l  
p o r t i o n  of t h e  subdiv i s ion  f o r  t h e  purpose of developing t he r eon  a  r e s i d e n t i a l  
community. 

S ince  forming a  po r t i on  of t h e  p rope r ty  colnprising t h e  development was s o l d  t o  
t h e  *******   Department of T ranspo r t a t i on  f o r  purposes of  widening a  s t a t e  
road  border ing  t h e  proper ty .  Subsequent in format ion  submi t ted  i n  suppo r t  of 
your reque.s t  f o r  r e cogn i t i on  of exemption i n d i c a t e d  t h e  o rgan i za t i on  s t i l l  
main ta ins  t h i s  po r t i on  of t h e  deve1op:nent. 



********************************** 

Your income is derived from an annual assessment imposed on each lot owner. 
The expenses of the organization are incurred for snow removal, lawn care, 
social events, insurance, bank fees, contributions, postage, supplies, hall 
rental (annual meeting), and legal fees. 

Section 501(c)(4) of the code provides for the recognition of civic leagues, 
social welfare organizations, or other organizations, not organized for 
profit, but operated exclusively for .the promotion of ~ c ~ c i a l  velfare. 

section lr501(c)(4)-l(a)(2)(i) of the Federal Income Tax Regulations provides 
that an organization is operated exclusively for the promotion of social 
welfare if it is primarily engaged in promoting in some way the common good 
and general ~~~~e-of the people of the community. An organization embraced 
within this section is one which is operated for the purpose of bringing about 
civic betterment and social improvements. 

Revenue Ruling 72-102, publi.shed in cumulative Bulletin 1972-1, on page 149, 
states that a nonprofit organization formed to preserve the appesrance of a 
housing development and to maintain streets, sidewalks and common areas for 
u.se of residents is exempt under 501(c)(4).  embers ship is required of all 
owners of real property in the develo?ment and assessments are levied to 
support the organizations activities. It was held that by maintaining the 
property normally maintai.ned by a municipal government, the organization 
served the common good and general welfare of the community. 

Revenue ~uling 74-99, published in Culnulative ~ulletin 1974-1, on page 131, 
modified Revenue Ruling 72-102 by stating guidelines under which a homeownerst 
associatian could qualify for exemption under section 501(c)(4) of the Code. 
one guideline is that a homeowners' association must serve a community which 
bears a reasonable recognizable relationship to an area identified as 
government%l in order to qualify under section 501 (c) (4). 

This ruling reads in part: "A community within the meaning of section 
501(c)(4) and the regulations is not simply an aggregation of homeowners bound 
together in a structural unit formed as an integral part of a plan for the 
development of a real estate division and the sale of homes therein. Although 
an exact delineation of the boundaries of a "community" contemplated by 
section 501(c)(4) is not possible, the term as used in that section has 
traditionally been construed as having reference to a geographical unit 
bearing a reasonable recognizable relationship to an area ordinarily 
identified as a governmental subdivision or a unit or district thereof." 



* * * * * * * * *  **********  * * * * * * * * *  

The a r e a  s e r v e d  by y o u r  a c t i v i t i e s  is  a p r i v a t e  r e s i d e n t i a l  hous ing  
development.  Such a n  area does  n o t  c o n s t i t u t e  a "community" w i t h i n  t h e  
meaning of  5 0 1 ( c ) ( 4 )  and t h e  c n d e r l y i n g  r e g u l a t i o n s .  The maintenance  o f  t h e  
s t a t e  owned l a n d  a d j a c e n t  t o  t h e  development i s  n o t  r e q u i r e d  n o r  is  it a 
p u r p o s e  f o r  which t h e  o r g a n i z a t i o n  was formed, and  i s  n o t  a  s u b s t a n t i a l  p a r t  
o f  y o u r  o v e r a l l  a c t i v i t i e s .  

Revenue Rul ing  75-286, p u b l i s h e d  i n  Cumulat ive B u l l e t i n  1975-2, on page  210  
states t h a t  a n o n p r o f i t  o r g a n i z a t i o n  w i t h  membership l i m i t e d  t o  t h e  r e s i d e n t s  
and b u s i n e s s  o p e r a t o r s  w i t h i n  a c i t y  b l o c k  and formed t o  p r e s e r v e  and b e a u t i f y  
t h e  p b l i c  a r e a s  i n  t h e  b lock ,  t h e r e b y  b e n e f i t i n g  t h e  community as a whole  a s  
w e l l  a s  enhancing t h e  members p r o p e r t y  r i g h t s ,  may q u a l i f y  f o r  exempt ion  under  
s e c t i o n  5 0 1 ( . ~ . -  - 

The o r g a n i z a t i o n  c i t e d  i n  Revenue Rul ing  75-286 was o r g a n i z e d  and o p e r a t e d  
exc lus iveLy  t o  improve al-1 p u b l i c  f a c i l i t i e s  w i t h i n  t h e  b lock .  None o f  t h e  
o r g a n i z a t i o n ' s  a c t i v i t i e s  were d i r e c t e d  t o  t h e  b e n e f i t  of  t h e  owners o f  
b u i l d i n g s  on t h e  b l o c k .  

Based on t h e  i n f o r m a t i o n  s u b m i t t e d ,  w e  have de te rmined  t h a t  your  o r g a n i z a t i o n  
i s  o p e r a t i n g  i n  e s s e n t i a l l y  t h e  same manner a s  t h e  o r g a n i z a t i o n  d e s c r i b e d  i n  
Revenue Rul ing  74-99 and t h a r e f o r e  w e  h o l d  t h a t  you a r e  p r i m a r i l y  o r g a n i z e d  
and o p e r a t e d  t o  p r o v i d e  s e r v i c e s  f o r  t h e  p e r s o n a l  b e n e f i t  of your  members and 
n o t  p r i m a r i l y  f o r  promot ing  i n  some way t h e  common good and g e n e r a l  w e l f a r e  of  
t h e  community. Any b e n e f i t s  t o  t h e  community a r e  i n c i d e n t i a l  and n o t  
s u f f i c i e n t  t o  meet t h e  r e q u i r e m e n t  of t h e  r e g u l a t i o n s  t h a t  t h e  o r g a n i z a t i o n  be  
o p e r a t e d  p r i m a r i l y  f o r  t h e  common good and g e n e r a l  w e l f a r e  o f  t h e  p e o p l e  of  
t h e  community. one  o f  t h e  purposes  of  Revenue ~ u l i n g  74-99 i s  t o  p r e c l u d e  
r e c o g n i t i o n  of  exempt ion  of  homeowners' a s s o c i a t i o n s  t h a t  s e r v e  p r i v a t e  r a t h e r  
t h a n  p u b l i c  i n t e r e s t s .  Your s e r v i c e s  do  riot b e n e f i t  a  community b e c a u s e  t h e y  
a r e  l i m i t & l  t o  t h e  members of  your  hous ing  deve'lopment. 

T h e r e f o r e ,  we have concluded t h a t  you do n o t  q u a l i f y  f o r  exemption f rom 
F e d e r a l  income t a x  a s  a n  o r g a n i z a t i o n  d e s c r i b e d  i n  s e c t i o n  5 0 1 ( c ) ( 4 )  o f  t h e  
I n t e r n a l  Revenue Code. I n  accordance  w i t h  t h i s  d e t e r m i n a t i o n ,  you are 
r e q u i r e d  t o  f i l e  F e d e r a l  income t a x  r e t u r n s  on  Form 1120. 



* * * * * * * * *  **********  * * * * * * * * *   

I f  you d o  n o t  3-gree w i t h  o u r  d e t e r m i n a t i o n ,  you may r e q u e s t  c o n s i d e r a t i o n  
o f  t h i s  matter by t h e  o f f i c e  o f  ~ e g i o n a l  ~ i r e c t o r  o f  Appeals .  To d o  t h i s  you 
s h o u l d  f i l e  a w r i t t e n  appeal .  as e x p l a i n e d  i n  t h e  e n c l o s e d  P u b l i c a t i o n  892. 
Your a p p e a l  s h o u l d  g i v e  t h e  f a c t s ,  l a w ,  and  any o t h e r  i n f o r m a t i o n  t o  s u p p o r t  
y o u r  p o s i t i o n .  I f  you want a h e a r i n g ,  p l e a s e  r e q u e s t  it when you f i l e  y o u r  
a p p e a l  a n d  you w i l l  b e  c o n t a c t e d  t o  a r r a n g e  a d a t e .  The h e a r i n g  may b e  h e l d  
a t  t h e  r e g i o n a l  o f f i c e ,  o r ,  i f  you r e q u e s t ,  a t  any m u t u a l l y  c o n v e n i e n t  

. d i s t r i c t  o f f i c e .  I f  vou will. b e  r e p r e s e n t e d  by someone who i s  n o t  une  of y o u r  
p r i n c i p a l  o f f i c e r s ,  t h a t  p e r s o n  w i l l  need  t o  f i l e  a power o f  a t t o r n e y  o r  t a x  
i n f o r m a t i o n  a u t h o r i z a t i o n  w i t h  u s .  

I f  you d o n ' t  a p p e a l  t h i s  d e t e r m i n a t i o n  w i t h i n  30 days  f rom t h e  d a t e  o f  t h i s  
l e t t e r ,  as . e x p l a i n e d  i n  P u b l i c a t i o n  892, t h i s  l e t t e r  w i l l  become o u r  f i n a l  
d e t e r m i n a t i o n  on t h i s  m a t t e r .  

Appeals  s u b m i t t e d  which d o  n o t  c o n t a i n  a l l  t h e  documenta t ion  r e q u i r e d  by 
~ u b l . i c a t i o n  892 w i l l  be  r e t u r n e d  f o r  comple t ion .  

Your a t t e n t i o r :  i s  c a l l e d  t o  s e c t i o n  528 of t h e  I n t e r n a l  Revenue code  which was 
added by t h e  Tax Reform Act  o f  1976.  Th i s  s e c t i o n  p r o v i d e s  t h a t ,  i n  c e r t a i n  
c i r c u m s t a n c e s ,  a non-exempt homeowners4 as so cia ti or^ may e l e c t  n o t  t o  b e  t a x e d  
o n  i t s  "exempt f u n c t i o n  income" which i n c l u d e s  membership dues ,  f e e s  o r  
a s s e s s m e n t s  from owners o f  r e a l  p r o p e r t y .  The e l e c t i o n  i s  made by f i l i n g  Form 
1120H. I f  you de t e rmine  t h a t  y o u r  o r g a n i z a t i o n  q u a l i f i e s  under  s e c t i o n  528, 
you may f i n d  it b e n e f i c i a l  t o  make t h i s  e l e c t i o n .  

I£ you have any q u e s t i o n s ,  p l e a s e  c o n t a c t  t h e  pe r son  whose name and t e l e p h o n e  
number ace shown i n  t h e  head ing  o f  t h i s  l e t t e r .  

s i n c e r e l y ,  
t 

* * * * * *  * * * * * *  o y  
D i s t r i c t  Director 

E n c l o s u r e :  p u b l i c a t i o n  892 


